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April 10, 2020

Honorable Holly Mitchell, Chair | Honorable Phil Ting, Chair
Joint Legislative Budget Committee Assembiy Budget Committee

Senate Budget and Fiscal Review Committee

Honorable Anthony Portantine, Chair Honorable Lorena Gonzalez, Chair
Senate Appropriations Committee Assembly Appropriations Committee

COVID-19—Interim Fiscal Update

As the Legistature assesses the extraordinary impacts of the COVID-19 pandemic on the
state’s fiscal condition, the Department of Finance provides the following interim fiscal
update, Finance will continue 1o refine the information in this letter, as well as the
state's revenue and expenditure estimates, as it develops the May Revision,

Economic Forecast and Revenves

The need to implement stay-at-home measures in California to protect public health
and safety, combined with the effects of the COVID-19 pandemic on the national and
world economies, have dramatically affected the state's economy, The economic
disruption from the pandemic is expected to result in a recession and have significant
negative effects on state revenues; concurrently, the drop in the stock market may
cause further revenue declines.

This impact is expeded to be immediate, affecting fiscal year 2019-20, and will
continue in to fiscal year 2020-21 and additional years depending on the pace of
recovery of local, state and national economies.

To give some perspective, Finance modeled a moderate recession scenario for the
Governor's Budget, when it was released in January of this year, in which
unemployment was projected to peak at 9.1 percent in the second quarter of 2021,
“compared to 6.9 percent and 12.3 percent for the 2001 and 2009 recessions,
respectively. Due to the scope of the COVID-19 pandemic, unemployment could peak
at a level higher than the Great Recession.

Expenditures

Fortunately, California begins this fiscal downfurn in far better shape than in prior
downturns because of our significant budget reserves and a cash cushion. Over the
past several years, the state has paid off all of its past budgetary borrowing (the “wall of
debt"), and has committed biliions of dollars to paying down other liabilities. This, along
with the maintenance of a structurally balanced budget in the last several years, has
also made the state's fiscal condition more resilient,




Given the magnitude of this crisis, however, difficult decisions lie ahead. Accordingly,
on March 24, Finance issued a Budget Letter (BL 20-08) informing all state departments
that Finance is reevaluating all budget changes within the context of a workload
budget, defined generally as the budget year costs of currently authorized services. In
addition, resource constraints will likely force a further prioritization and reduction of
expenditures.

At the same time, the state has been faced with implementing a massive public health
response to the COVID-19 pandemic. This effort is critical to protecting the health of
Californians and preparing the state's health care infrastructure for a surge of patients
who will be infected and need to be hospitalized for life-saving supports. The
cascading impacts of the public health response on the economy have also required
historic intervention.

The state's response requires significant upfront emergency expenditures beyond the

$1 billion dllocated in Chapter 2, Statutes of 2020. For cash flow purposes, an additional
$6 billion in response-related expenditures is projected in 2020. This funding is being
used to secure personal protective equipment and critical medical supplies fo expand
the surge capacity of hospitals and medical facilities, as well as to support the state’s
efforts to protect public health and safety and reduce the spread of COVID-19. The
state expects a majority of these expenditures will be reimbursed by the federal
government. Given the scale of economic dislocation and other impacts of the public
“health orders, the Administration also expects increased expenditures due to higher
caseloads in Medi-Cal, CalWORKSs, and other health and human services programs.

Federal Stimulus

Congress has enacted three COVID-19 relief packages to date. The Coronavirus Aid,
Relief, and Economic Security Act (the "CARES Act”), signed into law on March 27,
includes $2.2 trillion in federal stimulus for the nafion. Direct payments provided to
approximately two-thirds of California families, the additional $600 per week added to
unemployment checks, and expanded food benefits are all critical to supporting
Californians during the crisis. The additional funding for small businesses through the
Small Business Administration is also necessary to avoid long-term impacts on the state’s
economy.

Additional federal funding for schools, colleges and universities, child care, hospitals,
housing, homelessness, and others will also provide critical support for both increased
demand on programs and exiraordinary expenditures related to delivering programs in
different ways under the state’s public health orders.

The federal stimulus will also provide at least $8.4 billion in direct assistance for the
state's COVID-19-related expenditures and up to $6.9 billion for direct assistance fo
local governments. This funding is critical to support needed expenditures as the state
and local governments work to keep Cadlifornians safe and reduce the spread of
COVID-19. The Administration has directed alf state agencies and departments to put
procedures in place to draw down all available federal assistance and allocate these
funds expeditiously.




Finally, on March 22, California secured a Presidential Major Disaster Declaration which
makes federal funding available fo the state for emergency protective measures,
including direct federal assistance and reimbursement of state costs through the
Federal Emergency Management Agency (FEMA). FEMA is expected to reimburse the
state for approximately 75 percent of direct expenditures, and has committed to
advancing up fo 50 percent of the federal share of certain expenditures. Under this
cost sharing arrangement, the federal government will fund approximately $5.25 billion
of the $7 billion the state currently plans for expenditure.

A significant increase in federal funding will be needed beyond what has been
provided for states and local governments to maintain critical programs and services.
The Governor recently sent a letter [copy atfached) to Speaker of the House Nancy
Pelosi requesting significant funding from Congress—$1 trillion in direct and flexible relief
for all states and local governments in recognition of the profound chalienges ahead.

Cash Flow

The state's cash position was strong entering fiscal year 2019-20, but has been
impacted by the COVID-19 pandemic. Current projections indicate that the state will
have sufficient cash and internal borrowable resources available through the end of
the current fiscal year despite the rapidly changing conditions related to the COVID-19
pandemic,

The State Controller's Office has updated these projections to reflect the delay in the
deadlines for filing and payment of the primary General Fund tax revenue sources
(personal income tax, corporate income tax and sales tax) fo July 15, 2020, and
assumes the state will receive approximately $19.8 bilion in revenue from April through
June of 2020—roughly 39 percent of the estimated receipts for this period reflected in
the Governor's January Budget.

The following other significant assumptions are also reflected in these preliminary cash
projections:

o The state will receive an $8.4 billion allocation of federal funding pursuant to the
federal CARES Act in May 2020; and

» The state will spend roughly $7 billion in emergency COVID-19 response-related
expenditures in 2020. The updated cash flow projections conservatively do not
reflect additional federal reimbursements in 2019-20 other than the $500 million
direcdy received by the state,

Based on these assumptions, the cash flow projections indicate that as of June 30, 2020,
the state will have approximately $8.7 billion in available cash and unused internal
borrowable resources.

The fast-moving and fluid nature of the state’s fiscal condition during this crisis require o
range of cash management tools. Accordingly, the Governor authorized the State
Controller to open and transfer funds to an account known as the General Cash
Revolving Fund. Establishing this fund is a precautionary measure that would allow the




state to issue Revenue Anticipation Warrants, also called "RAWSs", which are external
cash borrowings that extend beyond a single fiscal year. The State Controller's Office,
however, does not anticipate issuing RAWs this year because of the projected
available cash and unused internal borrowable resources.

Conclusion

The May Revision that the Administration will submit to the Legislature by the statutory
deadline will reflect the extraordinary impacts of the COVID-19 pandemic on the
state’s fiscal condition. As this letter demonstrates, the state faces daunting challenges
and difficult decisions in the weeks and months ahead. The Administration will continue
to work with the Legislature during this unprecedented crisis to maintain a balanced
budget that promotes opportunity, and supports an equitable economic recovery.

Director, Department of Finance

Attachment

cc: Honorable Jim Nielsen, Vice Chair, Senate Budget and Fiscal Review Committee
Honorable Jay Obernolte, Vice Chair, Assembly Budget Committee
Gabriel Petek, Legislative Analyst (3)
Joe Stephenshaw, Staff Director, Senate Budget and Fiscal Review Committee
Kirk Feely, Budget Fiscal Director, Senate Republican Fiscal Office
Christopher W. Woods, Senate President pro Tempore's Office (2)
Christian Griffith, Chief Consultant, Assembly Budget Committee
Cyndi Hillery, Budget Director, Assembly Republican Caucus, Office of Policy and
Budget
Jayme Chick, Deputy Chief of Staff, Policy, Assembly Republican Leader's Office
Joe Shinstock, Chief Consultant, Assembly Republican Leader’s Office
Jason Sisney, Assembly Speaker's Office (2)
Mark McKenzie, Staff Director, Senate Appropriations Committee
Jay Dickenson, Chief Consultant, Assembly Appropriations Committee
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Al 8, 2020

The Honorable Noncy Pelosi

Spewker _ _

United States House of Representatives
H-=232, The Capitol

Washingten, DG 20515

Deer Speaker Pelosh

Lappreciote your leddernship in cidclréssing the COVID-19 emergency, and Larm writihg
to request further ralief cs-we canmﬁd with this peindemicand s effects,

For the stafe of California,-our fop-priotty |@ques’r Is for Congress fo appropricte §1
Hillion In dirsct.and flexible relief 1o sfotes and local govemmaents. This level of
assistance won'treplacs the national decline In stafe-and local revenue, which miay
recch $1.5 fillioior more over the nexd three yeors. Butlt is necessary for Us fo fight fhis
pandemic while minimizing the most deveastating Guts fo our schools, sonial services,
hospitals, and fist responders, and keaping our sconomy aflbet,

The state also reduestsbeld federal action infive specific areas:

«  Healthi Thisls o haglih-orisk, and the.effects will Tkety last far longer than COVID-
1% ffself. We cantioh adoress this criss withaut investments at thescale of the
chaliehge. Stotss need funding o ensure we canprovide coverage 1o the fzsiﬁg
rumbars of people whowill hewiy & wallfy for Medicald, fully cover COVID:
relatad healihrnesds, and free wpsiate funding: k‘.s deldrass the nesd {1
coninuead invasiments | in pulic h@alfh

To achleve these goalls. sk that F@hgr@ss double thefemporary FMAP 6.2
percenfage point Increase enacted lust month, and e the duration of the
Increqseto un@mplcym@mmm?e penchimarks so states do:not lose invesimant
while still Ity recovety, Congress. mustalso help stabllize hedilth insurance markets
gresppling with Hsing COVID-19 costs, Hospltals that are being stretched 1o
capdcity reguire addifional funding. Firically.. | urgie Congress 1o prohibit the
gnactment of the proposed Mediceid Flsoal Acceunmbﬂify Rule,

«  Workers: Tne unemploymeant maasures That Congress enaacted last month wre
Mmean ngfui -but shortterm. Glven the: depth of this crigh, 'urge Cengress fo

GOVERNOR C%AWN NEWSOM + SACRAMENTO, CAD5814 « (9167 445:2841.
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c:e:mimue the, ,$é00,!week increase and ellgibility expcms;ons until the:

_ Uhempioymen? rate recovers, This baost will be-the difference between overty
and stabifity for milions of people and wil provide needed. sconomic stimulus,
Further, states should be allowad to drow zerowmfezresf Ul loans past: 2020 50° it
‘we dre not dl\ferf;ng resaurces ey hlsa‘orm, gconomic emargency

° -Smnﬂ Business: Right now, the rellaf providedin fhe CARES leglsiction is not
~ moving quitkly 1o people in.nged. This Inlfafive riust be fixed: with expanded
~ funding, cledr. guidance on. how srriall business owriets can. cualify for-granfs,
.sfrucfumii Changes ’ro encoumge bc:mk‘s fo process dppﬂcm‘sons from qil Qwrwfs

:Of @Wh@?‘s nc;; mc:ﬂer when m fhe dcty ﬂ*;ew ?ﬂe, sc wesf ceasf owners cura m?
d;wdvanmged frome “first come, first sefve” rule that favors aost coast seaall
businesses due to time differences. The U.S. Smal. Busingss Adrinistrafion should -
- also expedl%e gwd@nce on the applicdtion progessfor new 7u lendlers o miset
elemang: Congress shiould:ao expand eligibility for nonprofits so that those with
grecrter than 500 erriployees Can dlso peirficibate. Firally, ‘Congress should
-consider-disistance for !::ausmesses who-had busmessuzn'rerrup’ﬂan msurame ot
- who: ncn@’rheiass c:g:mnoi raccver frorm Insurers, -

e Food, sting, ang Hamaﬁessness |'wig gramfui for YOur: ffzedvocacy [est rrionth
Gsyou sought-to ralse SNAP benefits by af least 15 perceit, and | continue 1o
- supportthls. gool. Further. supportfor affordable housing and homelsssriess
_ pr@v&nﬂa will also help stabllize families. New: funding fhiat énobles stafes o -
L prov%de g rﬁamcﬁi ‘dssistance and local: govemmenfs toetuire housmg forihe:
- formerly homelass willmake o blgfdtffereﬂcet aswill hﬁ:ng the bond cap for ax-
exempt ftmmrng foF low=ing me_heusmg ‘;’h@se goq!s hava ‘fc:ken on maw
-'f-urg@ncy Fei w& seek m coﬁ’ram CQViD ?9 ) : _

L Edvcmimn Our schacls, cel eges, e:tnd urnversmees requife mom mv@simenfm
response fo thesing :
L assistance provided Inc R*E WQ:!S halpful»—buf 3|_ _';aly no? enough These
- Insttutions will foce dﬂmqgmg cufs wffhour mw«:h mere h@!p

Congress shcauid d@ub . j”hgza mczxmmum Pall E @rcan'f %c:a helm lwnm«::;oma sfuei@ms,
invest fens of billions of doliors to foster ¢ more robustfederal-state higher
eduedtion parinership; expond loan fmgivamess for borrowers with student debf,
- dnid allocere hundreds:of billonsof dollars 16 shore Upour k=12 syster IH & fime
gt clisls. Congress, shiould dise double-down on retent increwses to the Child
- Care & Deyslopment Block Grant 1o help ensure sssenflal warkers-and others
. who are' teturning. o work, have aecess to child adre. Finally, braedband-for-all
U ganno longer be o talking p@lm ot 4 time when tens of milllions. c»F 1 utiem‘s r@iy
O dzs’rﬁmm E@cf:smiﬁgg ’ "musf bf?ze o rmﬁhorxai prwrffy

i om f::ziso t.%evelc%p ng o hr@gdﬁar Sﬁ’r @f mopcssc:ts Tﬁq% M!I:h@lp Cmcﬂe & more’ ;usf el
gquitable future for Am&sﬁcﬂms I thie wake of this erisis, This emergency hes exposed

LV i soclely s and how Hle economic s@cumy paopi & Truiy hc:w& We
musi“ acf $0: ?hfai" o crasns: of Friis: maymméﬁa Hever héﬁl@peﬁs again:.




But before we-can do. ’rhcﬂ weimust cmmam the pandsmac avold devqsfaﬂng GUs,
and ereate o pothto recovety, Fam grmfeful for your lsadership and look forward 1o
working with you to et this m mem‘ c:mci the needs of our meap]ei '

/ Gavinelusd ff
- Govemotiof Jgrormic




